Compare the problem of establishing transactions after the disintegration of the party-state hierarchy with a hypothetical situation in which all consumers from Paris would be replaced by Londoners, while all producers, wholesale and retail companies from Paris would be replaced by companies from the Milan area. For quite some time Paris would be dominated by chaotic conditions and a serious fall in output as actors would lack any frame of reference to base their decisions upon. (Swaan, 1997, p. 65) 
The essence of systemic transformation in Central and Eastern Europe is the replacement of coordination by central plan with coordination via markets, as reflected in the title of the 1996 World Development Report. The same study suggests that foreign investors have an important role to play in the transition process through their contribution to enterprise restructuring and through their transfer of capital and knowhow (World Bank, 1996a ). Yet foreign investors' impact on the development of markets has not been analysed systematically.
To start with, markets do not function as classic microeconomic models suggest. Perfect competition is the exception rather than the rule. This is particularly true when multinational companies are involved. Therefore the essential question is, 'What types of market relationships will evolve?' In important sectors, firms operate within, more or less, tight production networks of international partners, which are often dominated by one strong partner (see, for example, Borrus and Zysman, 1997; Rugman and D'Cruz, 1997). Foreign investors expand the networks to which they belong and, in an optimistic scenario, integrate Central and Eastern European businesses in global production networks.
This chapter first summarizes the recent literature on the impact of foreign direct investment (FDI) on enterprise restructuring in Central and Eastern Europe, and the evolution of markets in the process of economic transition. On this basis, the business-to-business markets in the automotive supplier industry are examined. The chapter concludes with a modified assessment of the role of foreign investors. The creation of business networks and the access to international production networks are stressed as major elements of enterprise transformation.
FDI and enterprise restructuring
Transformation of former state-owned enterprises stands at the centre of the microeconomic debate in the transition economics literature. Empirical studies explore the determinants of enterprise performance in Central and Eastern Europe, both before and after privatization (for example Pohl et al., 1997; Frydman et al., 1997; Earle and Estrin, 1997) . The evidence suggests that, if hard budget constraints were imposed, most firms initiated adjustment processes, even before privatization, in order to increase productivity. Post-privatization performance varies across countries, industries and, what is most important, depending on initial conditions in 1989. The evidence is, however, mixed with respect to the hypothesised effects of various forms of ownership (see, for example, Chapter 7 and 8 in this volume).
Foreign-owned firms, and firms with non-equity cooperation with foreign partners, outperform purely domestic firms, according to several studies (see, for example, Chapter 12 in this volume). Domestic firms progress in terms of defensive restructuring that may involve 'downsizing' of employment and assets. However they rarely develop corporate strategies that would enable them to compete in open markets in the long run. Foreign-owned firms are more active in strategic restructuring: development of new products, investment in new production facilities, development of marketing, entry into new markets, and so on.
However, the distinction between defensive and strategic restructuring is crucial to understanding which firms may prosper in the future. Based on empirical studies, it has been argued elsewhere (Meyer, 1998a ) that the following barriers to strategic restructuring can be identified.
• The access to financial resources is inhibited by an underdeveloped financial sector and the high risk of investing in an uncertain environment.
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